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Forward contracting by use of cash contracts has
not been used as widely by producers. handlers and
processors of soybeans as it has by those involved with
other agricultural commodities such as cotton, broilers
and vegetables. However, contracting for the sale of-
soybeans in storage, while the crop is growing, or even
before it has been planted, is growing in popularity.
Contracting is designed to reduce marketing uncer-
tainty for growers as well as for handlers and pro-
cessors. It is most beneficial during periods of great
market unpredictability. Banks favor growers who
contract over independent operations since contracting
shifts at least a part of the risk away from the growers
and improves their loan repayment capacity.
Advantages of Cash Contracts
1. Eliminates some market risk and uncertainty.
2. Grower can contract quantities smaller than 5,000
bushels.
3. No margin or commission required.
4. Grower can get credit easier.
5. Grower can make better management decisions.
6. Need for storage facilities eliminated.
Disadvantages of Contracts
1. Grower has less market flexibility.
2. Grower must deliver at contract price at time of
delivery.
3. Risk of default by grain dealer or processor.
Types of Contracts
Many handlers and processors of soybeans now offer
cash contracts (sometimes referred to as purchase and
sales contracts, "bookings," etc.) to growers. Three types
of contracts are generally available:
1. The fixed price agreement is the most common
contractual agreement between buyer and seller. The
producer simply agrees to provide a specified amount
of grain to the handler or processor for a specified
price. This price is usually based on the soybean
futures price at the time the contract is signed. The
futures price is adjusted to account for any differences
between the forward contract and the futures contract
with respect to product quality and place of delivery.
In addition to price and amount, most contracts also
contain other specifications which define the obliga-
tions of both producer and buyer.
2. The deferred price agreement, sometimes re-
ferred to as the "price later contract," specifies the
amount, quality, place of delivery and other obligations
of both parties, similar to the fixed price agreement.
However, the final settlement price is not made a part
of the contract. It is established at the seller's option
during any business day prior to the date specified in
the agreement. It permits the grower to deliver his
grain and transfer title to the elevator at harvest, but
delays pricing of the grain until some later time which
the seller considers desirable. Discounts for quality
variations and storage charges which will be applied
to the final settlement price are usually spelled out in
the agreement.
There are several reasons why soybean growers
might prefer a deferred contract. For example, at the
time of contracting the market situation could be so
unsettled that the grower just couldn't predict what
was likely to happen. Also, a grower might want to
delay payment for his crop for tax purposes. Other
growers might have storage facilities and might prefer
to contract for the delivery of their crop at some date
after harvest and ean1 some storage returns.
3. Pooled sales COll tracts are used primarily by
producer cooperatives. The cooperative provides its
growers with a cash advance at the time of delivery,
subject to quality and moisture adjustments. Then dur-
ing the year, as the grain is processed or sold, adrli-
tional price settlements are paid to the growers.
Fixed price contracts, deferred price contracts and
pooled sales contracts all have many variations. Some
variations have very specific terms and conditions and
other are very general.
Terms and Conditions of Contracts
To be fair and effective, a contract must be equitable
to all parties concerned. Generally, the objective of the
contracting buyer is to lock in or increase his volume
of grain at his regular handling charges. The seller,
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on the other hand, usually wants to avoid price risk
and lock in an acceptable return for his crop. A contract
that won't accomplish these objectives for both buyer
and seller may be worthless.
Here are the minimum basic provisions that should
be a part of almost any forward contract:
1. The parties to the contract.
2. Date of the contract.
3. The commodity being exchanged.
4. The quantity involved (in tons, hundredweight,
or bushels).
5. How commodity is to be packaged (bulk, sacks,
etc.).
6. Additional specifications (grade, weight, etc.).
7. The price per unit.
8. Terms of payment (amount down, etc.).
9. Point and method of delivery.
10. Time for final delivery.
The fewer points that are left open for misunder-
standing, the less likelihood of such misunderstandings
or problems arising. On the other hand, in an industry
where trading has been quite open, like the grain in-
dustry, an overly detailed contract may be regarded
with suspicion. The grower may wonder what is in the
fine print and all the legal verbage. So the contract
must offer adequate protection to both parties involved.
It is also desirable that contracts spell out obligations
for accepting and pricing beans downgraded by
weather, delays in harvest, etc. When a deferred pay-
ment agreement is negotiated, daily storage costs, mini-
mum deferment charges and other costs should be
specified in the contract. Penalties for default also
should be mutually agreed upon and specified in the
contract to prevent any misunderstanding.
Written Contracts Best
Contracts are legal and binding agreements, and it's
always best that they be spelled out in writing. One of
the most basic ingredients in any contract is mutual
trust and respect on the part of the buyer and the seller,
but even where mutual trust and respect exist, memo-
ries sometimes become short-especially when circum-
stances are changing. A well-developed, written con-
tract will go a long way toward overcoming memory
lapses and changed circumstances.
Guidelines for Developing a Good, Specific
Contract
1. Language should be simple, straightforward, and
clearly understandable to all parties. It need not be
lengthy-just enough to cover the necessary points
with a minimum of "fine print."
2. Names and addresses of the buyer and seller and
date the agreement is made and signed are important
elements of the contract. Where property is jointly
owned by the producer and his wife or two producers,
both sellers should sign. The secretary of a corporation
or cooperative, the owner of the firm or their authorized
agent should always sign the contract for the buyer.
3. Qualltity measurerne/lts should be the same units
used for the crop in market channels. For example, a
contract that includes the production on a certain num-
ber of acres is probably open to question. It tends to
cause dishonesty on the part of the buyer and seller,
depending on whether the market price is above or below
the contract price at delivery time. Crops are not sold
by the acre, and therefore the sale of them should not
be contracted by the acre.
Soybeans should be contracted by the bushel, and if
the quantity delivered is more or less than that specified
in the contract, provisions for adjustments in volume
should be clearly stated.
4. The quality specified in the contract should be ex-
pressed in the same terms as the U. S. Standards for
that commodity. Premiums and discounts for delivering
higher or lower quality beans than called for in the con-
tract should be stated.
5. The place alld time oJ delivery are generally well
understood. However, if the receiving facility is tem-
porarily inoperative, provisions should be made in the
contract for alternative delivery points or delayed de-
livery and for determining the responsibility for the
extra expense which could result from the delay. The
time limits for delivery should also be specified.
6. The ]J1ice per ullit alld paymell t should be stated
in a manner that cannot be misunderstood and should
be based on the same grade used in general trade prac-
tice. Most contracts should specify a local price, but
if a terminal price is used the basis (freight and handling
charge) should be spelled out. Premiums and discounts
for higher or lower quality should be clearly stated and
should be the same as in commercial trade. Payment is
normally at delivery except on a deferred pricing con-
tract.
7. The contract may contain a statement that the
grain is free from all lien~ and incumbrances and is not
in violation of Food and Drug Regulations.
8. The contract should include adjustments for over
or under-delivery. The contractor wi II usually insist
upon certain limits and the producer should know what
his responsibilities are.
9. The contract could contain a "liquidated damage
clause" specifying a reasonable dollar amount to be for-
feited by either party if that party breaches the contract.
10. The Uniform Commercial Code may be attached
to the contract.
11. To cover the possibility of differences arising with
any contract, an arbitration clause is often included.
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How Buyers Handle Contracts
Firms that contract with producers for grain usually
hedge the commodity in the futures market or initiate
a forward sale for an equal amount of grain with a
handler, processor, or exporter for a firm price. This is
done at the time the contract is made with the farmer.
If the buyer uses the futures market, he immediately
calls his broker and sells a futures contract at the market
price when he signs a contract with the grower. Then
when the buyer receives the beans at harvest, he buys
back the futures contract to offset the one he previously
sold. So if the grower doesn't deliver his beans as
promised, the buyer could lose the difference between
the contract price and the current market price, and the
grower will be subject to be sued for breaking a legal
contract.
Management Practices to Avoid Losses
1. Determine your cost of production.
2. Don't over-contract.
3. Keep the grain buyer informed about your crop.
4. Don't default on the contract.
5. Consider all-risk crop insurance.
Summary
Forward contracting by use of cash contracts is gain-
ing popularity. Contracting has many advantages for
both grower and buyer, and lenders usually lend produc-
tion money more freely to growers who contract their
crops. The three types of contracts generally available
to growers are: (1) the fixed price agreement, (2) the
deferred price agreement, and (3) the pooled sales con-
tract. Contracts should be fair to all parties, should be
written, and should have all pertinent points clearly
spelled out to eliminate misunderstanding. Contracts
are legal and binding documents and should not be
entered into lightly.
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